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: Back into Crisis? 


By OSCAR R. HOBSON 


YEAR ago, in contributing the introductory article to the 

Fiftieth Annual Financial Supplement of the Spectator, I 

used the heading ‘‘Is it Slump?’’ If I now entitle this 
article as above, let me not be accused of scaremongering. Last year 
| returned the answer ** No ”’ to'the question ** Is it slump?’’ And 
| may say it turned out not to be slump, in the old cyclical sense which 
everybody then had in mind, but merely a short, sharp, localised 
reacuon from the buying spree set going three years ago by the 
outbreak of the Korean War. 

If | now in this Fifty-first Financial Supplement ask a very similar 
question, it is because it is a question which is prominent in the minds 
of most people whether they be bankers, industrialists or economists, 
who by their avocations are compelled to give systematic thought 
today to the problems which will confront them tomorrow. A year 
ago, when | wrote, we were just turning the corner of the severe 
balance of payments crisis of 1951. Yet now again everyone is 
asking whether we are not destined shortly—the pessimists and the 
formalists who have swallowed the odd-year crisis theory think 
before the present year is ended, the more 


technical development and of intense desire for material advancement. 

At the risk, therefore, of qualifying for inclusion in an anthology 
of ‘‘famous last words’’ I will say that I see no ground at all for 
expecting a major trade recession in the United States—or here—in 
the foreseeable future. But what about a minor recession—a repeti- 
tion of 1949, when a temporary five per cent. drop in American national 
income drove us to devalue? Must the recurrence of such conditions 
necessarily have the same effects for us—i.e., deplete our reserves to 
the point at which more or less desperate measures are necessary? 

I am not convinced that it must. Reserves are not everything. 
Nor are gold reserves the most useful kind of reserves. Certainly, 
we could do with gold reserves which were higher in relation to our 
turnover of overseas trade, though personally I have little faith in 
such artificial expedients for strengthening them as writing up the 
price of gold. 

Proposals for an extended use of international credit, via the 
International Monetary Fund or otherwise, stand on a different 
and more desirable footing, for they rest on basic principles of 

commerce. Free convertibility of sterling 
and other currencies, a goal which is still 








optimistic fear before 1954 is over—to 





plunge into a similar cauldron of trouble. 

The fact that much the same question is 
now being asked as was being asked a year 
ago, is in a sense in itself symptomatic. It 
does underline the fact that certain basic 
conditions have not changed. In that year 
this country has made a remarkable recovery. 
The depressed textile and consumer goods 
industries have rallied; the comparatively 
small amount of unemployment which their 
depression caused has disappeared; industrial 
production has been restored to its high 
level of 1951; the balance of payments has 
swung from a state of frightening debit to 
one of reassuring credit. 

The change, nevertheless, is rather of the 


(J. H. J. Day) 


Mr. Micawber order. Psychologically it is 
immense, yet concretely it is rather unim- 
pressive. It is a change from sixpence— 
though one should say half-a-crown—on 
the wrong side to sixpence on the right side. 
It is a change of a ra@her marginal order, 
which suggests that we might easily slip 
back again. 

Are we going to slip back again? Well, I 
am certainly not going to return a resounding 
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denied us, is contingent on such acts of faith. 
But more basic than reserves of gold are 
reserves of raw materials. 

If we have such reserves we can tide over 
periods of balance of payments strain with- 
out disaster. We had in fact such reserves 
in 1951 and we did in consequence survive 
the 1951 crisis without disaster. We accu- 
mulated those reserves as the result of panic 
in 1950 at very high prices. I do not 
blame the Labour Government for that. 
Their fault was that, for all their mania for 
**planning’’ they exercised insufficient con- 
trol over the process of accumulation, did 
not realise in time where it was leading us, 
and neglected to use the only effective 
instrument of control, monetary policy. 

The Conservative Government in a 
measure remedied that defect. It made use, 
for the first time for twenty years, of the 
Bank Rate. It used it timidly at first, 
rather more boldly later, but never yet, I 
should say, with complete confidence and 
conviction. It has at any rate still not 
ventured to dispense with the expedients 
of import licensing (even as against the 
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*“No!”’ to that one—and so save my readers 
the trouble of reading any further. It is 
possible that we shall slip back, yet I cannot bring myself to believe 
that the hypothesis that we shall is as axiomatic as a good many of 
my friends almost passionately believe. It is quite true that many of 
the basic underlying conditions are unchanged. It is true that the 
American market is, relatively to the rest of the free world, so immense 
that small fluctuations in demand or in production in the United 
States are liable to cause disproportionate disturbance to trade and 
prices in other countries. It is true that the monetary reserves of those 
other countries, and especially those of Britain (which have to serve 
the Sterling Area as well as herself) are low in relation to the demands 
which comparatively minor recessions are likely to put upon them. 
And it is certainly true that America cannot be expected to go 
through the remainder of history without running into minor reces- 
sions and, very likely, major ones as well. 

Since Stalin’s death three months ago Russia’s demeanour towards 
the Western World has altered remarkably. The change, nevertheless, 
IS°sO far superficial. The fundamental political facts which have 
estranged West from East still exist; Eastern Germany is still occupied; 
the Poles and the Czechs and the Roumanians are still dominated; 
there is not the slightest sign that Russia is ready to abate her military 
Preparedness by one iota. 

While those facts hold it would seem such madness for the West to 
abandon its defence plans that one cannot imagine its being done. 
Some relaxation, some shading off or spreading over of programmes 
there may be, but if that is all, civilian demand and civilian industry 
can easily haul in the slack as it occurs. It is able to do that because 
the world is still, and perhaps more than ever, in a state of rapid 


continent of Europe) and direct controls 
of banking credit and capital issues. 

One can argue as one likes about the relative value of the different 
measures adopted to deal with crisis; yet it is difficult indeed to believe 
that the better distribution of material stocks through industry was 
not mainly due to the rise in interest rates which increased the cost of 
**carrying’’ surplus supplies. A reserve that can never be used is 
no reserve. Stocks of materials hoarded or immobilised as the 
result of inflation are useless. 

The present Government has gone a long way towards restoring 
mobility and flexibility to our economic system. It has not yet by 
any means gone far enough. It has made good progress with the 
decontrol of prices and the restoration of the old free markets of 
London and Liverpool. Wheat and other grains, lead, zinc, copper 
(prospectively), cotton and timber restored to private trading, petrol 
decontrolled, tea, eggs, sweets and, prospectively, sugar derationed, 
steel de-allocated—it makes an impressive list for a period of office 
which still barely exceeds eighteen months. 

But it is still only a bare beginning. The great and stubborn 
problem of over-taxation remains. What Mr. Butler was able to 
do in his second budget hardly scratches its surface. It is utterly 
essential that rates of taxation should be worked down to levels at 
which they are not found to constrict every movement, stifle every 
breath of energy. 

For this country, if for no other, the final economic reserve, worth 
all the other reserves put together, is and must always be flexibility. 
We have no vast natural resources, we can never feed ourselves from 
our own land, we have no domestic market big enough to employ 
mass production on the highest scale. We must live by our wits and 
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our experience, our banking and marketing skill, our craftsmanship, 
our national solidarity, or not at all. We have to develop anew 
our historic skills and advantages rather than turn our backs on them 
and delude ourselves into thinking that mature years have earned us a 
comfortable and sheltered existence. We need physical reserves, 
gold and raw materials, but we shall never have them in sufficient 
volume unless we regard them merely as a background for versatility, 
for developing new lines of production and trade, for switching trade 
from old markets to new when the need arises. 

Coming back to the question which heads this article, | am far more 
frightened by the widespread inability or flat refusal to recognise these 
things than by the state of our gold reserve. It is stupidity at home 
which is the danger and not the inadequacy of the external reserves. 
It is true that from the way the import and export figures have been 
trending in the last few months, it looks as though the process of 
steady recovery in reserves which we have been witnessing for twelve 
months past may give place to a new decline. So far there is no 
reason to expect that it need be more than a normal fluctuation. And 
if it does turn out to be a new decline, there is nothing that we can 
do about it in advance—except behave rationally, keep alert for 
action if necessary. 

A substantial increase in wages at the present time would obviously 
not be rational. There is no case for it on grounds of increased 
productivity and, in face of the present tendency for exports to decline, 
it could be extremely dangerous. Nor is there any real case for it 
on the ground that the cost of living has increased. _It is true that 
since 1947 the interim index of retail prices has risen by 41 per cent. 
and the index of weekly wage rates by only 35 percent. But the whole 
of that six points discrepancy, except for a small fraction of a point, 
arose before 1951. (Dare I mention that those were the years of 
Labour Government?) 

Since the middle of 1951 wages have risen by 123 per cent. and 
retail prices by 12.8 per cent. Furthermore, half the rise in prices 
in these two years has been due to the removal of cost of living 
subsidies for which workers have been largely compensated by 
reductions in direct taxation. Real net wages have not fallen but 
have risen slightly in the last two years. 

There is every reason to expect that they will go on rising slowly 
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provided that the trades unions are not blinded by illusions—or 
political passions—into insisting on a new round of unjustifiable 
claims. 

Inflation in Britain and, indeed, most of the world, has been 
scotched. The benefits are already apparent and the general improve- 
ment in economic health which has followed is not the least of the 
reasons for cherishing the belief that there will be no relapse into 
crisis. But inflation has not been killed. It could easily be revived. 
A more certain way of reviving it in this country than by giving the 
engineers and shipbuilders their 15 per cent. wage demand, it would 
be difficult to find. But we must also not lose sight of the fact that 
there are inflationary possibilities inherent in the budget. It may be 
that, as one set of pundits is insisting, the budget was too ‘‘soft.’’ 
It may be that Mr. Butler was too optimistic in. thinking that his 
rather slight tax remissions would so stimulate saving that current 
savings would cover some £400 million of public expenditure on 
housing and other works as well as an expanded amount of ‘*‘ private 
sector’’ capital expenditure. It may be that his experts under- 
estimated the effect of last year’s trade recession on the yield of 
income tax and profits tax. The tremendous reductions in tax 
liability which many company reports currently appearing are showing 
look rather alarming. 

I would certainly not like to say that there are any clear signs so 
far that the budget is ‘‘ going wrong’’ and beginning to generate new 
inflationary pressure. The state of the gilt-edged market and of the 
foreign exchanges is reassuring. Yet one must recogeise that 
safety margins are slender. Exchange rates can quickly turn from 
set fair to stormy. The gilt-edged market can quickly develop symptoms 
of acute indigestion. The price of economic vigour and independence 
is eternal vigilance. If in the matter of the budget the Chancellor 
in a measure cast his bread upon the waters, he has the new-found 
instrument of the Bank Rate in his hand wherewith to retrieve it. 
He said in his budget speech that he would, if necessary, not hesitate 
to use that instrument. It is always easier to threaten than to act. 
Mr. Butler’s place in history may well depend on the vigour and 
decision with which he brings monetary policy to bear on a deteri- 
orating balance of payments situation. If he displays decisive 
qualities of action, there will be no ‘* Back into Crisis.’’ 
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Banking on the Monetary 
Curb 


By JOHN HUNSWORTH 


Ir is now just over a year and a half since the monetary weapon was 
withdrawn from the museum Ww here it had lain as a relic of far-off 
days and enlisted as an instrument against the inflation permeating 
the United Kingdom’s domestic economy. Not since 1931 had so 
sharp and fundamental a change been made. The easy days of cheap 
and automatic short-term credit were ended. The rigid structure 
of money rates was mollified and the money market. was imbued 
with a degree of flexibility unknown since 1939. The banks found 
their asset structures changed swiftly by the funding of Treasury 
bills into Serial Funding Stock, and the attention of each bank was 
focused on the ratio of its liquid assets to deposits. 

The effectiveness of the money weapon was soon in evidence, and 
the Government’s confidence in it was showe by the second increase 
in Bank rate, from 24 per cent. to 4 per cent. with a corresponding 
rise in all money and discount rates, when the 1952 Budget was 
introduced. 

Higher loan charges and intensified credit restriction—due both 
to a more rigorous application of selective control in accordance 
with general Government directions and to the greatly reduced 
margin of each bank's excess liquidity—were before long reflected 
in a steady reduction of aggregate bank advances. Deposits also 
showed a moderate fall in the opening months of 1952. 

These trends have not continued, however. The 1952 budget was 
much milder than had been expected. It was indeed far milder than 
appeared wise for many monihs subsequently. The problem of high 
Government expenditure was left untackled. The curb on credit 
was not extended to the public sector of the economy. All the 
retrenchment had to be absorbed by the private sector. 


LOWER LEVEL OF ADVANCES 


Aggregate bank advances continued to fall until last December, 
when the trend was reversed. A similar movement was shown in 
the banks” holdings of commercial bills. Over the period from 
December to April the trend for each category was upward, but during 
the following month there was a fall. As far as advances were con- 
cerned, this could be mainly ascribed to repayments made by the 
British Electricity Authority from the subscriptions of the public to 
its recent loan issue. 

It is the accommodation afforded to the nationalised public utilities 
that has prevented the reduction in bank advances from assuming 
larger proportions. The official policy of restricting loans to the 
private sector while Government borrowing is allowed to continue 
without similar restraints has been carried to the sphere of public 
utilities, which have received high priority in permitted borrowing. 

Personal and professional loans were the first to fee! the effect of 
tighter credit conditions, and they have continued to decline. Aggre- 
gate advances to commercial and industrial borrowers fell during 
1952, though some part of the contraction was due not directly to 
tighter money conditions but to lower commodity values and a 
slackening of trade. In recent months, as the economic prospect 
of the country has seemed less tenuous, and as also the banks have 
been less anxious about their liquidity ratio, there has been a tendency 
to look more favourably at applications from the private sector for 
accommodation. 

Despite this easement, however, the recorded advances of the 
eleven clearing banks and their holdings of commercial bills together 
amounted last month to £240 million less than in November, 1951. 
After the previous seemfngly inexorable rise in bank advances this 
decline must to some extent be recorded as a success for orthodox 
monetary policy, in the execution of which the banks have been the 
chief agent. The actual measure of this success cannot be determined, 
as the lower cost of financing industrial stocks, which has facilitated 
the repayment of some advances, has been occasioned by influences 
wider than domestic monetary policy. 


TREASURY DEMANDS 


For many months in 1952 it seemed that the banks’ efforts to cut 
down supplies of credit in the private sector of the economy were 
being rendered worthless, from the point of view of the country’s 
recovery, by the seeming irresponsibility of the Government in 
re-creating credit for and through the public sector. 

The rise in Government borrowing from the banking system was 
due both to an increase in the Government’s need to borrow more 
m total and to a reduction in the funds available from other sources. 
The merease in the need to borrow arose from the failure of Exchequer 
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receipts and payments to match the Budget estimates. There was 
a reduction in the surplus of revenue over current expenditure, and 
there was a considerable increase in loans to local authorities for 
housing and other purposes. 

Meanwhile the changes associated with the improvement in the 
balance of payments reduced the Government’s scope for borrowing 
outside the banking system. In 1951 the growing external deiicit 
brought large sterling receipts to the Exchange Equalisation Account 
as the gold and currency reserves were drawn down. The rise in 
the amount of sterling held in the Account reduced the Government’s 
need to borrow from the banks and elsewhere. Since the middle of 
1952, however, the outflow of gold and foreign exchange reserves 
has been reversed, and the holdings of sterling by the Exchange 
Equalisation Account have correspondingly fallen. The Government 
has accordingly been constrained to provide funds internally to 
finance the country’s surplus on its overseas accounts. 

The Government's need for ready money has been met largely by 
loans from the banking system. The clearing banks’ holdings of 
Treasury bills rose from £749 million in November, 1951, to £1,231 
million in September, 1952, after which they fell as a result of the 
second funding operation within twelve months. In the clearing 
banks* statement of balances for May. holdings of Treasury bills 
stood at £1,014 million, some £180 million more than a year pre- 
viously. On the same date the banks’ investments were £190 million 
more than a year previously, this being mainly explained by the 
increase following the conversion of Treasury bills into Serial Funding 
Stock in October. Apart from this large addition, investments have 
shown relatively small fluctuations since December, 1951. 

The divergent movements of bank advances and Government 
accommodation have meant that gross bank deposits did not long 
show the declining trend that seemed likely when orthodox monetary 
policy was first refurbished. Indeed since last December the level 
of deposits has been running considerably above that of a year ago. 
But despite this, and despite the record level of the note circulation 
over the past year, inflationary pressures have not been rampant in 
the economy. A large surplus of receipts over payments in the 
private sector has been more than enough to cancel out the big 
deficit in the public sector. 


INVESTMENTS AND EARNINGS 

The new monetary policy led to an important departure in the 
valuation of some banks’ investments for balance sheet purposes. 
The market prices of Government securities showed considerable 
falls in early 1952 as yields were adjusted into line with the new 
interest rate structure. When the banks came to make up their 
haltf-yearly balances on June 30th, they were therefore faced with the 
prospect of making transfers from inner reserves to meet 
the depreciation of their gilt-edged holdings or foregoing the 
accepted practice of showing investments below market value. Four 
of the ** Big Five ** banks broke with tradition and quoted invest- 
ments at or under cost and below redemption prices. Despite the 
recovery in gilt-edged prices later in the year, this formula was again 
adopted in the year-end balance sheets of the four banks, and may 
be assumed to have come to stay. . 

It isa feature of the present day that aggregate investments of the 
eleven clearing banks form the largest single item among the assets. 
For more than one reason bankers would preter to see a smaller 
proportion of their total funds placed in Government securities and 
more engaged in providing finance for industry and trade. 

The earnings of the banks have not failed to be stimulated by the 
rise in interest rates. This should not be over-emphasised since 
banks are in effect borrowers as well as lenders. But gross banking 
earnings did rise substantially in 1952, and they have dou®tless 
continued to make a favourable return this year. The National 
Proviacial Bank created a mild sensation by paying a higher dividend 
for 1952, after having paid the same rate for twenty years. This was 
followed by a similar rise in the distribution of the National Bank, 
and shareholders of other banks must be anxiously waiting to see 
if these examples are to be followed by other banks. 

QUESTION OF CHARGES 

Some criticism has been levelled at the banks for not using their 
higher earnings to ameliorate bank charges. The topic of charges 
is always a contentious one, and last year’s upward adjustment 
suffered the natural resentment of the public to any increase in 
price. In his recent presidential address to the Institute of Bankers, 
the chief general manager of Lloyds Bank, Mr. A. H. Ensor, 
revealed that the total increases in the published profits of the clearing 
banks would amount to no more than a few pence per account. 
But, most significantly, he envisaged the possibility, if running 
expenses and staff costs continued to rise, that banking might become 
too expensive for the ordinary private customer. The banks must 
indeed strive hard to ward off this possibility, 
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Banking in the British 
Commonwealth 


py J. O. N. PERKINS 


Since the overseas ‘countries of the British Commonwealth are highly 
dependent upon their international trade, the main forces affecting 
their banking systems are, naturally, the changes in their export 
incomes and their imports. This is especially true of the sterling 
countries of the Commonwealth ; Canada—the only Commonwealth 
country that is not in the sterling area—possesses some special 
features and will be referred to separately later in the present article. 
For the sterling area, 1952 was a year of adjustment to the lower 
export incomes that resulted from the collapse of the post-Korea 
boom. The high import demand generated by that boom lasted well 
jnto 1952—especially in Australia and New Zealand; so that while 
imports into many sterling countries remained high, the value of 
their exports of primary products, such as rubber, tin, wool and jute, 
had fallen severely. There resulted a dangerous drain upon their 
international reserves—that is, both upon the London funds (or 
“sterling balances’’) of the individual countries and also upon the 
central gold and dollar reserves of the sterling area. 


A DELICATE PROBLEM 


The banks in these countries were therefore faced by large falls 
in their deposits—as the balance of payments deficits of their 
countries reached the maximum—and in their reserves. Meanwhile 
their advances remained high in order to finance the exceptionally 
high level of imports in the early part of 1952—especially in Australia 
and New Zealand. In the course of 1952, however, as imports fell 
to more normal levels and export earnings recovered, the strain on 
the banks’ liquidity was relieved ; by the first half of 1953, advances 
and deposits had returned to a more comfortable relationship. 

The monetary authorities had a difficult task to perform. For they 
had to walk gingerly along the tight-rope between too much disinfla- 
tion and not enough. They had clearly to stand ready to assist the 
banks if unemployment rose too high or if too sharp a fall in their 
advances seemed likely. But at the same time, it was clear that only 
if they were prepared to attack the root of the trouble by allowing 
some disinflation could their balance of payments be restored to a 
healthy condition. In Australia—where the decline in bank liquidity 
was especially severe—the Commonwealth Bank released consider- 
able sums from the banks’ special accounts (funds in which are 
effectively *‘frozen’’). The Reserve Bank of New Zealand gave 
some assistance to the banks at the time of greatest strain on 
their reserves, whilst in India, Pakistan and South Africa the 
central banks helped by rediscounting commercial bills (and in India 
and Pakistan also of usance promissory notes) on an unusually large 
scale. In general, such assistance sufficed to tide the banks over the 
difficult period in those countries where export earnings subsequently 
recovered—notably the wool-exporting Dominions. 


INDIA’S STERLING 


But in India, Pakistan and Ceylon the fall in London funds has 
continued, partly because the prices of jute and rubber have con- 
tinued to be low; and in Pakistan the situation has become especially 
acute because the Pakistan Rupee is definitely over-valued at the 
present prices of Pakistan’s exports. 

The banks in the colonies did not, in general, suffer so greatly from 
the fall in earnings of primary products from the high post-Korea 
levels, though there was naturally an appreciable decline in business 
between 1951 and 1952. The inflation generated by the boom and the 
consequent reaction were not as severe as in the Dominions, partly 
because the monetary systems of the colonies are such that their 
reserves of sterling were built up to a very high level in 1950/51 and 
were not eaten away by an upsurge of imports on a scale relatively 
as great as in Australia and New Zealand. Moreover, the system of 
marketing boards in West Africa has continued to build up reserves 
against future price falls. And—with the exception of Malaya—the 
colonies have not suffered such severe reductions in their export 
mcomes as have most of the independent members of the sterling 
area. Consequently, their sterling balances have continued to rise. 

In general, the monetary authorities of the independent sterling 
countries have during the past eighteen months followed the example 
of the United Kingdom in raising interest-rates and in discouraging 
by other means the expansion of advances, whilst endeavouring to 
encourage savings. This has been one of the main ways of imple- 
menting the disinflationary policy agreed upon by the Finance 
Ministers’ Conference of early 1952. India and South Africa have 
both raised their interest-rate structure more or less in step with that 
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of the United Kingdom, whilst Australia and New Zealand have 
followed suit somewhat more hesitantly. By the end of 1952, long- 
term interest rates on government securities in the dominions were 
closely comparable with those in the United Kingdom. The excep- 
tion was Ceylon, where the rate of interest for long-term government 
borrowing has been kept rather lower than in other sterling countries. 


DISINFLATION IN NEW ZEALAND 

An interesting experiment in disinflationary monetary control has 
taken place during the past year in New Zealand, whose use of 
statutory reserves ratios has not been paralleled in any other sterling 
country—though Ceylon and South Africa have made isolated 
changes for special purposes. As a means of discouraging the trading 
banks from further expansion of their advances, the proportion of 
their deposits that they must keep in cash balances with the Reserve 
Bank has twice been raised (in August, 1952, and in May this year). 
Although the actual cash balances held by New Zealand banks are, 
and have almost invariably been, well above the statutory minimum, 
the use of this weapon has naturally caused them to exercise the 
required degree of caution—both because their reserves may well 
fall near the minimum at times of seasonal stringency (as in March, 
1952) and also because there is always the possibility of further 
increases in the statutory minimum ratios if the banks do not toe the 
line that the monetary authorities are clearly laying down. 


AUSTRALIAN CHANGES 

But perhaps the most important single development in banking in 
the overseas Commonwealth during the past year has been the 
legislation in Australia that came into force at the end of April, 
1953. These amendments to the existing statutes have two main 
objects. The first is to reduce substantially the extent of the powers 
of the Commonwealth Bank to call assets of the trading banks into 
**special accounts’’ (where they cannot be used as the backing for 
the extension of the banks’ advances). Further, there are provisions 
for limiting the increase in the banks’: potential liabilities. The 
motive for this reform was to remove a weapon which—it was feared 
—might be used by a future Labour Government as a means of 
destroying the powers of the private trading banks to compete with 
the trading department of the Commonwealth Bank: as direct 
attempts by the last Labour Government to nationalise commercial 
banking failed, the Liberal Government wished to remove a potential 
means of securing a similar end by indirect means. The trading 
banks’ fear that the Commonwealth Bank might use its special 
position to attract business to its trading department by unfair forms 
of competition provided the motive for the other main change. The 
Commonwealth trading bank is now to be separated from the 
central bank at all except the highest levels of policy-making; it is 
also to be treated exactly as any other trading bank for the purposes 
of operating the special account system, though such has in fact been 
the practice—though not the legal position—for some time past. 
How far this will prove to be a purely nominal change or how far 
it will affect the Commonwealth trading bank’s policy—in the 
direction of causing it to compete either more or less fiercely with the 
private trading banks remains to be seen. 


CANADIAN POLICIES 

Like the sterling countries of the Commonwealth, the Canadian 
monetary authorities have been trying to steer a careful course 
between inflation and deflation during the past year. But in marked 
contrast to the sterling countries, Canada has made considerable 
use of monetary weapons to restrain inflation for some years past. 
The greater variety of her exports and her greater reliance upon 
domestic trade and on trade with the United States across the common 
land-frontier are only two of the factors that make it difficult to 
draw lessons from Canadian experience and apply them to other 
Commonwealth countries. But the flexibility of Canada’s monetary 
olicy has frequently been illustrated and provides food for thought 
or other Commonwealth countries that are now tasting the possi- 
bilities of the use of monetary weapons. For example, the prompt 
removal of controls on consumer credits in Canada during 1952 
served to offset the disinflationary effects of the American inventory 
recession. In contrast to the experience of other Commonwealth 
countries, Canadian bank deposits continued to rise in 1952. In 
fact, at the very time the sterling countries are still using monetary 
weapons to restrain inflation and to help to reduce their balance of 
payments deficits, Canada is in the happy position of being able to 
operate—in certain ways and on some occasions—in the reverse 
direction. But envy at Canada’s natural advantages—or undue 
pre-occupation with the ways in which her economy differs from 
theirs—ought not to blind the sterling countries to the fact that a 
firm monetary policy over an appreciable period has helped to keep 
the Canadian balance of payments strong, and that herein may lie 

some lessons for the other countries of the Commonwealth. 
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Life Assurance 
Opportunities 


By J. H. J. DAY, F.C.LL 


Ir cannot be said about many commodities that the price paid by the 
consumer today is no higher than that which ruled prior to 1939. 
The rate of premium charged for life assurance did 1ise immediately 
after the war, and particularly during theera ofcheap money. During 
the past two years life offices have been able to introduce successive 
rate reductions, and, quite apart from the more important merits of 
life assurance, the premiums paid by new policyholders today are 
very attractive. : ie 

Much more attention has been paid in recent times by the life 
offices to the design of policy contracts to meet individual needs. 
Until a few decades ago the number of different types of policy 
available was very small. Today each company offers a wide variety 
of contracts, and almost every few months some new form of policy 
jsintroduced. This broadening of the basis of the assurance business 
has met with a good response. Men and women have come to 
realise the opportunities which life assurance offers as an investment, 
as a means of saving, or in its major rdle of providing financial 
security for dependants. 

A MEANS OF SAVING 

Where life assurance is considered as a means of investment or 
of saving, its basic purpose is still fulfilled. Endowment policies 
frequently are effected with the object of building up personal 
capital. Any voluntary effort at regular sa¥ing is liable to peter 
out unless there is some measure of self-compulsion. It is extremely 
difficult for the individual consistently to set aside a definite pro- 
portion of income. Saving by means of life assurance introduces 
just that additional measure of discipline which is necessary. 

It has been said that the life offices provide the most potent force 
in private saving. In recent years this has certainly proved to be 
true, and it is evident that life assurance is outstripping other means 
of saving. This is due partly to the fact that people everywhere are 
appreciative of the measure of financial security which can be provided 
through life policies. It is not necessary to accumulate capital before 
personal aims can be achieved. Endowment policies enable the 
individual to enter into commitments which he could not otherwise 
undertake. 

HOUSE PURCHASE 

The house purchase schemes which both insurance companies 
and building societies offer represent the outstanding example of this 
use of life assurance. At the present time a high proportion of all 
mortage loans are secured by life assurance. Sometimes this is done 
by means of endowment policies, but more often by policies which 
provide temporary death cover only. The most popular house 
purchase policy, the decreasing temporary life assurance, affords 
death cover throughout the mortgage period and at all times for the 
amount of the loan which is outstanding. Should the death of the 
purchaser occur before the loan is repaid, the policy monies are 
used to extinguish the amount of the loan which is outstanding, and 
the property passes to the dependants unencumbered. 

GIFTS INTER VIVOS 

House purchase is only one of the many practical uses to which 
life assurance can be put. The purchase of professional practices 
and partnerships, and other financial commitments can be secured 
in the same way. Temporary life assurance has been employed 
extensively to safeguard beneficiaries under deeds of gift. By 
distributing property to his family before death, a man may minimise 
the effect of death duty. It is necessary for a formal deed of gift 
to be executed for this purpose. Sueh gifts inter vivos only achieve 
their object if the donor survives for a period of five years. Death 
within that period would render the estate liable to duty in the 
Ordinary way. This risk can be insured by means of temporary 
assurances on the life of the donor. 

The cheapest and most desirable form of life cover is that provided 
by whole-life policies effected at an early age. For obvious reasons 
life assurance should be secured while the individual is in good 
health, and this can best be done in youth. In later life, impaired 
health may make insurance more expensive or even unobtainable. 
Further, by spreading the premium payments over the longest 


Possible period, the annual premium outlay is reduced to the mini- 
this itself makes early assurance desirable. 
INCOME BENEFIT POLICIES 
Increasing use is being made of the facilities which the life offices 
Provide for terminating premium payments at probable retirement 
age. 
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Whole-life and endowment assurances can be effected so that 
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premium payment will cease at a specified age, although the policy 
continues in force after that age. This enables the protection to be 
purchased out of income during the earning period, and removes the 
necessity for finding the means to meet premiums out of retirement 
income. 

To the young married couple perhaps the most attractive type 
of assurances now available are income benefit policies. These may 
take the form of whole-life or endowment assurances, and are designed 
to meet family needs until the children can be self-supporting. Super- 
imposed on ordinary whole-life or endowment policies is an annual 
payment which, if the policy comes into operation, will be made 
during the first twenty years of its existence. Should the life assured 
die at any time during the first twenty years of the policy period, a 
capital sum will become payable immediately in the ordinary way. 
In addition an annual payment, not subject to income tax deduction, 
will be paid from the date of death until twenty years after the incep- 
tion of the policy. The income period need not be twenty years, 
and in fact can be varied to suit individual needs. 

Such policies can provide, in addition to a capital sum payable 
on death and annual payments during the income benefit period, 
a further capital sum at the end of such period. It is generally 
considered that these income benefit policies provide the maximum 
immediate death benefit obtainable for a given premium outlay. 

Pension or income can be provided also by purchasing annuities. 
Annuities are either immediate or deferred. An immediate annuity 
is purchased by payment of a capital sum, the annuity payments 
commencing six or twelve months after the purchase. Deferred 
annuities can be purchased by payment of a capital sum, but more 
frequently are bought by instalment payments over a period of years. 

Life annuities, which are payable until death, have the disadvantage 
that they are subject to income tax in the ordinary way. Annuities 
certain, under which the annual payments only continue for a fixed 
number of years, attract income tax only in respect of their interest 
content. For this reason; the ‘‘split’’ annuity has proved very 
popular in recent years. The ‘‘split’’ annuity consists of two separate 
annuity contracts, the first being an annuity certain, and the second a 
life annuity which only starts to be payable after the annuity certain 
period ends. By adjusting the amounts of the two annuities, it 
is possible to equalise the amount of net income after payment of 
tax and, at the same time, effect a considerable saving in income tax, 
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ASSURANCE WITH PROFITS | 
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TAX RELIEF 


Ithas long been the policy of governments to grant relief of income 
tax in respect of payments made by way of life assurance premiums. 
This gives encouragement to the individual to effect adequate life 
In any calculation concerning the cost of life assurance, 
allowance has to be made for the relief of income tax which the 

mium payments will earn. This tax relief is not the only factor 
for which allowance has to be made. Under with-profit contracts 
the bonuses to be earned must be brought into the computation. 


Present conditions certainly favour policyholders and it is unlikely 
that there will be any decrease in the volume of new assurances 
effected, despite the shortage of money which may be apparent in 
other directions. 


cover. 


RETIREMENT INCOME 

The provision of retirement income is associated in the minds ol 
many with group pension schemes. Such schemes are not available 
to everyone, and normally will not be available to professional and 
self-employed persons. Further, not every employed person is 
fortunate enough to participate in a group scheme. Much greater 
use could be made by individuals of life assurance as a means of 
providing retirement income. 
Endowment policies can be effected in the ordinary way to mature 
at the intended retirement age. Such policies can be endorsed with 
an annuity option. These options entitle the policyholder to receive 
the policy monies, or some part of them, in the form of an annuity, 
payable for the remainder of life. The rate of annuity is established 
at the outset, and when the retirement age is reached, the policyholder 
is free to decide whether to take capital or income, or a combination 
of both. Endowment policies effected for this purpose provide 
death cover throughout the earning period, and thus serve the double 
purpose of life assurance and provision of retirement income. 


The Growing Importance 
of Pension Schemes 


BY A CORRESPONDENT 


THIRTY years ago the number of group pension schemes in force in 
this country was comparatively small. Since that time the import- 
ance and value of pension provision has become widely appreciated 
by employers generally. The earlier schemes were instituted mainly 
for staff and executive employees, and comparatively few of them 
extended to works personnel. Today many firms maintain pension 
schemes with insurance companies for works employees as well as 
for clerical staff and executive ranks. 

Quite apart from humanitarian considerations, most employers 
recognise the value of these schemes as a factor in staff goodwill. 
The existence of a pension scheme helps to attract the right type of 
employee, and also helps to retain that employee once he has joined 
afirm. A reasonable and equitable pension arrangement must tend 
to reduce turnover of personnel at all levels. By removing a natural 
cause of anxiety, particularly in older employees, the pension scheme 
helps to maintain the happiness and contentment of the staff. In 
turn, this probably means a more healthy staff and greater productivity. 


INITIAL COST 


The fact that so many new pension schemes have been set up in 
recent times has been due to the enlightened manner in which the 
insurance companies have developed this particular field. The 
circumstances of almost every firm are different, and a close study 
of these circumstances is essential before a suitable proposition can 
be worked out. A great deal of preparatory work is necessary before 
a pension scheme can come into operation. The methods of remu- 
neration of employees, and the arrangements which can be made 
for contributions to be deducted from pay, require to be studied. 
Those insurance companies which undertake pension business have 
developed specialist departments and personnel, and are in a position 
to advise firms on the legal and taxation aspects of pension problems. 

The total cost of any proposed pension scheme has to be studied 
with particular reference to the benefits which will be afforded for 
past service at the inception of the scheme. A considerable financial 
outlay may be necessary for the inauguration of the scheme. If 
existing employees are to come into full pension rights immediately, 








the contributions which would have been made in respect of them 
in the past, had the scheme been in force, have to be found at its 
Inception. Normally this bulk cost of past service benefits is spread 
Over a period of about ten years from the inauguration of the scheme, 
M order to avoid any strain on the firm’s accounts in a single year. 
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In practice, the past service rights have to be contributed entirely by 
the employers. 
REVENUE ASPECT 

Once the scheme is decided upon, it is usual for the employers to 
contribute part of the cost, often the larger part, whilst the employce’s 
contribution is deducted as a percentage of salary or wages. The 
two contributions, employers’ and employees’, are paid to the 
insurance company by the firm. Before a scheme can start however, 
in order for the cost to the firm to be treated as an expense for revenue 
purposes, it has to have the approval of the revenue authorities, 
This approval is given within certain rules which have been estab- 
lished over a long period, and which are designed to protect both 
the individual participant and the revenue from any possible abuse, 


SPREAD OF FUNDS 


A number of firms which originally maintained their own separate 
pension funds, without the assistance of an insurance company, 
have in recent years transferred the responsibility of maintaining the 
fund to one of the life offices. Seldom can a sufficient spread of 
investments be made by the individual firm to ensure a sufficiently 
strong position being maintained at all times. Fluctuations in the 
market value of securities, and in income yields, can be withstood 
better by an insurance company, with its much wider spread of funds, 
than by the individual private firm. More and more firms of 
medium size, and often quite small firms, are setting up pension 
schemes for their employees, and it is now possible, by one means 
or another, for schemes to be inaugurated for the smallest number of 
persons.. Even the one-man pension scheme has become fairly 
common. 

Where pension schemes cannot be devised which accord with the 
ideas acceptable to the revenue authorities, there is nothing to prevent 
an individual or individuals from making provision for retirement 
income by means of the purchase of deferred annuities or through 
endowment policies. Periodic payments to an insurance company 
over any suitable period of years will purchase an annuity payable 
from the retirement age and throughout the remainder of life. Such 
an arrangement can be entered into privately, and, whilst not posses-' 
sing all the advantages of a pension scheme proper, will secure the 
desired result. 
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Similarly, the benefits offered by group life assyrance schemes can 
be secured to the individual by means of an endowment assurance 
maturing at the intended retirement age. In the event of death 
ior to retirement, the policy monies will become payable to the 
dependants. In the ordinary course, where no premature death 
occurs, the policy monies will be available at the retirement age, and 
then be used to produce income for the remainder of life. 
Endowment policies taken out for this purpose should be made to 
carry annuity options, under which the insurance company under- 
takes to pay at maturity, instead ofa capital sum, an annuity at a 
fixed rate. Under any personal retirement income plan, additional 
policies or contracts can be entered into from time to time as increases 
in personal income permit this. In this way, the amount of death 
cover and retirement income can be maintained at a level which 
bears a suitable relationship to the income during the earning period. 


WITH-PROFIT SCHEMES 

Anentirely new departure in pension schemes was introduced only 
a year or SO ago by one insurance company. The new scheme makes 
available group pension schemes on a with-profit basis, similar to 
the with-profit policies offered in the ordinary life assurance field. 
Hitherto in this country all group pension schemes were on a non- 
profit basis : the benefits payable represented a fixed proportion of 
salary or earned income, and the precise amount of pension could 
be determined. Under the new scheme, the amount of pension can 
be determined in the same way, but this is subject to the addition of 
bonuses allocated from the surplus of the insurance company’s 
pension fund. The amount of the pension which will be payable 
eventually is increased by periodic bonus additions. Just as with- 
profit policyholders in the ordinary life assurance field benefit from 
the surplus earned by the life funds, so will participants in with-profit 
pension schemes benefit similarly. 


RETIREMENT PENSIONS 


Most new pension schemes contain the provision that part of the 
pension payable to a married man can be allocated on his retirement 
to his wife. It is usual for the proportion which can be allocated to 
be limited, and in practice the allocation varies from one-third to 
one-half of the full pension. This arrangement assures a separate 
income to a man and his wife, and a joint income of the full amount 
of pension so long as they both survive. On the death of one partner, 
the other is not left without some financial provision. 

A pension scheme which provides only retirement benefit does not 
take care of the situation which arises when an employee dies before 
retirement. Only life assurance will make special financial provision 
for dependants in these circumstances. For this reason, group life 
assurance policies have become associated closely with pension 
schemes proper, and it is common to find the two combined in one 
scheme. Where this is done, the group life cover generally takes the 
form of temporary life assurance on the lives of the persons coming 
within the scheme. Where it is desired to make available on retire- 
ment, in addition to income for life, some capital sum, this can be 
done through the medium of group endowment assurance. 


‘* TOP HAT ’’ SCHEMES 


Owing to limitations which must be introduced in group pension 
schemes, it is sometimes necessary for a separate scheme to be 
effected in respect of senior executives of firms earning higher salaries. 
Special development has taken place recently in this particular sphere 
of pension business, and executive pension schemes, popularly 
referred to as ‘* top hat ’’ schemes, have been in demand. These 
schemes enable provision to be made for senior members of firms 
on a scale comparable with their standing and earnings. Under the 
special schemes for executives, pension rights are purchased in the 
ordinary way, but a proportion of the rights can be paid in the form 
of cash at the retirement age. 


The general objective of group schemes is to enable employers to 
make adequate provision for all grades cf employees and to safeguard 
them and their families from financial hardship due to unexpected 
circumstances. The pension scheme proper provides income on 
fetirement, and a group life or endowment scheme affords death 
cover on employees during the service period. There are two other 
types of misfortune which can be dealt with by group insurance 
schemes, either as an addition to one of the schemes already men- 
tioned or as a separate contract. The first relates to loss of earnings 
due to lengthy incapacity as a result of accident or illness, and the 
other concerns permanent disablement through accident or sickness. 

me insurances of this nature have been effected, and there is 
Scope lor development in this direction. 
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Investing in Building 
Societies 


By EDWARD MYATT 

THREE MILLION people received a welcome addition to their incomes 
early last year, when there was a general increase in interest rates 
practically throughout the building society movement. When the 
bank rate was raised for the second time in March, 1952, the Building 
Societies’ Association recommended that members should pay 24 per 
cent. instead of 2} per cent. to shareholders and 2 per cent. instead 
of 12 per cent. to depositors. At the time it was hoped that these 
increases would stimulate new investment, which had languished 
during the first few months of the year. Even the most optimistic 
expectations were fulfilled by the actual results for 1952, for no less 
than £110 million of new money was invested in the building society 
movement during the year. 

On the face of it, the higher rates had done all that was desired, 
but there was another important factor. Many people are convinced 
that a large part of the increase in investment did not represent 
genuine new saving at all, but money that had been withdrawn from 
the Post Office and Trustee Savings Banks. By a strange coincidence, 
the investigation into these bank accounts, to make sure that income 
tax was being paid on the interest, began early last year. 

It has been estimated that as much as £100 million may have been 
withdrawn last year from the Post Office and Trustee Savings Banks 
because of this tax investigation; and a large part of the money 
undoubtedly found its way into building society shares. In fact, 
it may well be the clumsy official tax probe, and not the increase in 
interest rates, that should be given most of the credit for the flow 
of money into the building society movement last year. 


POPULARITY OF SHARES 


But such a vast sum as £110 million is only invested when people 
are satisfied they have found a good place to leave their money. 
What sort of investment opportunities do building societies offer? 
Shares are by far the most popular form of building society investment 
and each year they continue to gain in popularity at the expense of 
deposits. The money invested in shares has more than doubled 
since before the war, while the money invested in deposits has increased 
by no more than one-quarter. Since the total amount of money 
now invested in shares is six times the amount invested in deposits, 
we shall discuss only the investment merits of these shares. 

Most building societies pay interest of 24 per cent. tax paid on 
their shares. The term tax paid means just what it says, for each 
society pays income tax directly to the revenue authorities on behalf 
of its investors. Building societies pay this income tax at a com- 
posite rate of 5s. 2d. in the £, a rate designed to represent the average 
income tax liability of all building society investors ; but this does 
not affect the investor directly. All that concerns him is that tax 
has already been paid on his interest, which is therefore tax-free. 


TAX POSITION 


The fact that their interest is tax-free raises some interesting points 
for building society investors. As so many building society adver- 
tisements point out, their interest of 24 per cent. tax paid is worth 


Britain’s Economic Problem 
C.A.R. CROSLAND ™.pP. 


‘Economists and informed politicians should read this 
book, because it organises familiar facts and arguments 
unusually well... And for either the intelligent layman or 
the economics student the exposition is excellent. 


Mr. Crosland avoids jargon, it is clear and to the point.’ 
THE ECONOMIST 


$To the student of economics it provides a healthy antidote 
to excessive concentration on remote theoretical possibili- 
ties, to the layman an intelligible guide through the 
forbidding complexities of balance-of-payments problems.” 
12s. 6d. net THE LISTENER 
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4j per cent. gross to the man paying income tax at the standard 
rate. In other words, if he received interest of 44 per cent. gross, 
on which he had to pay income tax of 9s. in the £, he would be left 
with 2} per cent. after tax. But what about the position of the man 
who does not pay any income tax? What is the interest worth to 
him? The answer is, 24 per cent. and no more, for no repayment of 
jncome ‘ax can be claimed on the interest paid on building society 
shares. Inevitably, this means that such shares are not so attractive 
to the non-taxpayer as they are to the taxpayer. For anybody pay- 
ing income tax at less than the standard rate, in fact, the interest will 
be worth less than 44 per cent. gross. é 

Whatever qualifications must be made about the position of the 
man who pays little or no income tax, three million people find 
building societies a good home for their money, and rightly so. 
The yield of 24 per cent. tax-free compares very favourably with the 
2} per cent. that can be obtained from War Loan after income tax 
has been deducted at the standard rate. And, as most building 
society advertisements take great trouble to stress, there is no risk 
of capital depreciation. There is the obvious qualification that, in 
return for being able to claim in full money invested in a building 
society, you may have to give several months’ notice of your desire 
for repayment ; but at the moment the larger societies are generally 
willing to pay any reasonable sum out at once. 

QUESTION OF RESERVES 

The prospective investor certainly has a wide choice, for although 
there are fewer societies than there were before the war he can still 
pick from almost 800, Faced with such an array the investor may 
well wonder how on earth he can come to a sound decision. One 
of the principal things that will influence his choice will, of course, 
be the yields the different shares offer, ranging from 2} to 3 per cent. 
tax paid. But most societies pay 24 per cent., and his final choice 
will probably lie with one of these. Obviously, he will prefer a 
society that does not have all its money tied up in mortgage advances, 
for he might have difficulty in obtaining his own money back at 
short notice from such a society. If he chooses a society whose 
liquid assets amount to at least 10 per cent. of its total assets, he 
will not need to lose any sleep on this score. 

Many societies mention the size of their reserves in their adver- 

etisements and leaflets, and a society with reserves amounting to 

5 per cent. or more of its total assets should be chosen for preference. 
Another point worth looking for is that the average mortgage 
balance is reasonably low. A society with an average mortage 
balance of less than £1,000 has spread its risks more widely over 
properties than one with a much higher average mortgage balance. 

Having chosen his society, the investor will find himself a member 
of a great national movement with total assets of more than £1,470 
million. Exactly how the individual building society he has selected 
chooses to lend the money may not seem of much direct concern. 
But a movement that last year advanced almost £268 million on 
mortgage is of vital importance to the national economy. Since the 
war building societies have been able to do comparatively little 
business in newly-built houses, for obvious reasons, But now that 
the official target of 300,000 houses a year looks like being reached, 
building societies will, to some extent, be able to resume their former 
practice of financing the man who wants to buy a new house. 
Unfortunately, they will be much more restricted than they were in 
the five years before the Second World War, when something like 
350,000 new houses were built on an average each year. Three- 
quarters of those houses were built for sale by private builders, 
whereas today the position is reversed and local authorities are 
building by far the biggest proportion for letting. 


SUBSIDY PROBLEM 

The decision to give private builders more freedom will do some- 
thing to improve matters. But this in turn raises the vexed question 
of subsidies. Today, anybody who moves into a new three- 
bedroomed council house receives a subsidy towards his rent of 
over £35 a year for 60 years. The man who wishes to buy his own 
house, on the other hand, must first find at the very least £200 to 
pay a 10 per cent. deposit and legal costs, and then proceed to pay 
off his mortgage each year. It seems agreed that to finance anything 
like the scale of house-purchase of the 1930's building societies will 
have to accept lower initial deposits, perhaps of 5 per cent. or less ; 
but since the Building Societies’ Act of 1939 places severe restrictions 
On low-deposit sales the initiative will have to come from the 
Government. 

That a big unsatisfied demand exists for houses at the right price, 
however, nobody doubts, and the man who has chosen to invest 
money in a sound building society has little to fear. The traditional 
function of the building society movement is to hold the balance 
evenly between borrowers and lenders; and over four million 
Satished people can testify to its success, 
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The Economics of the Labour Party 


Britain’s Economic Problem. By H. A. R. Crosland. (Jonathan 
Cape. 12s. 6d.) 

THE last Labour government was defeated in the middle of. an 
unsolved economic crisis, and although the connection between the 
two events was not sufficiently clear to establish them as cause and 
effect it was close enough to justify an uneasy suspicion that finance is 
not really Labour’s strong point. Such suspicion must now be lurk- 
ing in the minds of many Labour supporters, and they should 
welcome the forthright survey which .Mr. Crosland has provided of 
the economic problems which Labour must expect if it returns to 
power, 

Mr. Crosland’s diagnosis of ‘‘Britain’s Economic Problem’’ is 
cogent, and will command fairly general acceptance even from those 
who differ in political opinion. Briefly, it is the likelihood of an 
increasing shortage of raw materials, the near-certainty of a shortage 
of food, and the familiar shortage of dollars. The first two factors 
relate peculiarly to British as an importer of primary commodities 
and an exporter of manufactured goods. They portend a further 
worsening in our terms of trade, requiring a greater productive 
effort to finance the same volume of imports. The dollar problem, 
on the other hand, is seen to be largely a matter for the sterling area 
as a whole, and Mr. Crosland charges certain members, particularly 
Australia and New Zealand, with having spent more than their fair 
share. This is arguable, but it should be made clear that the dollars 
which these Dominions have spent were not Britain’s dollars (except 
in the sense that it was her financial diplomacy that got them), but 
were the dollars of her colonial dependencies. 

The answers which Mr. Crosland provides to these problems are 
defined in imperative terms. Since Britain will have to produce 
more in order to live, the production targets must be raised; steel 
production must be hoisted to twenty-five million tons a year, and the 
coal Board must face the prospect of a demand for 300 million tons of 
coal a year, and so on. Mr. Crosland is sure of his conclusions. If 
the British will not go his way, they must become a fifth-rate power, 
and presumably unworthy of Socialism in the same sense that the 
Germans were unworthy of Hitler. 

The treatment prescribed for the sterling area overseas is no less 
severe. Projects for industrialisation must be checked because they 
require dollar imports, and the discriminatory bias of import controls 
against America must be intensified. If, as would seem virtually 
certain, the independent countries concerned should decline to con- 
form to this policy they would be subjected to compulsory dollar 
rationing. 

It surely requires very little reflection to perceive that economic 
policy by threat and coercion will not work. In an economic 
wrangle each party always has plenty of weapons up his sleeve that 
could be used to hurt his adversary. If they are pulled out and used 
they provoke retaliation, and so on until trade stops or is reduced to 
an exactly balancing bilateralism that comes to the same thing. Mr. 
Crosland only contemplates this kind of economic sanctions against 
the Commonwealth with extreme reluctance, but he ought not to 
contemplate them at all. Even in purely economic terms they would 
do infinitely more harm than good. 

Similar considerations apply in the domestic field. There is a tacit 
assumption in Mr. Crosland’s book that management and capital— 
and labour—will submit to an intensification of controls and of taxes 
and at the same time produce more effort and more initiative. This 
assumption was justified between 1939 and 1945, and to a lesser 
extent in the following years. But there is a growing intolerance of 
controls and of controllers, which must positively oblige the govern- 
ment to move towards freedom, because it is not possible to work 
controls effectively in defiance of public opinion. The exchange 
control may be cited as an example. This is the foundation of the 
authoritarian economic structure of post-war Britain, but, despite 
its key importance, it is little more than a moral dissuader. The 
direct door to exchange evasion is closed, but the side doors are left 
open. We are not allowed to send our money to America, but we 
are allowed tg send it without let or hindrance to certain banks in 
the sterling area where no such inhibitions apply. The traffic through 
such channels is limited as long as the government of the country 
enjoys the voluntary support of the citizens. If a government of 
either party should seek to coerce an important section of the com- 
munity and this condition should no longer apply, the exchange 
control would have to be created anew in an entirely different 
pattern. Such a government would have a big educational programme 
on its hands, training a Customs staff large enough to police one 
quarter of the world’s population, accustomed to conduct one 
quarter of the world s trade, and scattered over four continents and 
five oceans. JEREMIAH ASH, 
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Across 5. See 1 down. (4.) 


7. The turnover here results in its being 
let with an exclamation. (5.) 

8. Historic character like the implement 

of a bored scribe. (9.) 

Where they may have been who stole 

a day off for cricket. (7.) 

14." Mundane labours of the military. (10) 

15. The mimic should be able to. (9) 

18. Not the best pencil for the inaccurate 

6.) solver. (9.) 

19. Irony grown vague in a past age. (7,) 

23. What drones may have done. (6.) 


1. This liquor makes me dull in advance. 
(6, 4.) 


6. Craft of office. (4.) 
10. The Oval’s distorted with applause. 9 
(s.) , 


11. Coming of age appears to be a 
gamble. (5, 2, 2.) 

12. Don Quixote did and attacked them. 
(8.) 


13. Interfering fruit 7 

15. A girl of no consequence fs also one 

of note. (4.) : 

16. The girl in the Indian cash-desk ? (4.) 25. Keats's were of passion and mirth, 
’ . 5 
17. It goes far for money. (5.) G.) 


. : 7. With whom Swinburne would never 
20. The American poct joins a stcam- 2 erleade. eves hay “S) - er be 
yacht. (5.) 


28. Weed unlocked becomes a fish. (4) 
21. For gambling among those who come , 
to tea. (4.) Solution to 
22. England is the other one. (4.) Crossword No. 733 


24. This novel seems to be about stealing 
. 7 rz : 
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from an old king. G, 3.) 


26. Alfred Jingle for example. (8.) | a | al 7 A 

29. Hares grin. (Anag.) (9.) pl | ie lel 

30. “ His flaming — streamed out beyond + $ 

his heels (Keats). (5.) : 
31. “A pure woman.” (4.) 1 ~ _ 
32. Acts of a combine. (5, 5.) : 
aumoonicas Hmm 

Down t fa fe Mo} 


1. There were 5 such sources of inspira- 
tion. (5S) 

2. “Most radiant Pyramus, most — of 7\o\T| 
hue " (Shakespeare). (4, 5.) 

3. Quote about an aspiring ox. (6.) 

4. Gauging it correctly might be ‘as 
important to the sailor as the listener. 
(4, 6.) 


Fy) 


ag G 
ml Alli ic MP! elely| Is | 
OM € Ms ae 

1 Me |: |Sitliel mile le. 
iT | re oa oa 
ivi t loleln || a ee 
7 ie ie) + oO G 
F|Hle|mie Mel els|: | sirieiris) 
Solution on July 3 


The winner of Spectator Crossword No. 733 is Miss Mason, Eden Place, Kirkby 
Stephen, Westmorland. 
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ROYAL NATIONAL LIFE-BOAT INSTITUTION 


42, GROSVENOR GARDENS, LONDON, S.W.! 


Secretary: 
Col. A. D. Burnett Brown, M.C., T.0., M.A. 


Treasurer: 
His Grace The Duke of Northumberland. 
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‘ Wat ae s . at Gardens *utting Green, Garages ully icense rochure from Capt 
W.1 Wel.: o700 . ~ pet ative food. Summer 7-9 gns. inclusive A. D. 8S. Barr Tel Ledaig 205 MUNDESLEY-ON-SEA, NORFOLK 
-NTERTAINMENTS YANTERBURY For good food, comfort LYNDHL RST, Hants. PARKHILL HOTEL. 
a TE RI —- . . . « ( pleasant surroundings, stay at the RED slorious Situation; gracious living; GRAND HOTEL 
| hap VING Whi. 865 . Nightl a 30 «House. London Road, Canterbury. Tel. 35 th ughtful, willing service. Facilities for 
Sun. 9.30). Cononation Casaner. Mem \ORNWALL.— Old Rectory, Fort all sports in the vicinity. Swimming Pool Fine sands, bracing air, plenty of 
5s early ( - ‘ - ful ‘holi 8 miles from Southampton on the main semmeiindsings . 
SATURDAY, JULY 4t International at od. ies peaceful “holiday — ne to Lopdon. Write J. S. Hargreaves, megane Good food, wines and 
Co-operative Day celebrations at Fes- =) >: : ‘ihe 2 Resi oom” roprietor, tor details and bro- service. Open Whitsun to October 
tival Pleasure Gardens, Batterse Par . chure el.: Lyndhurst 111 Tel.: 190. (Under same direction— 
. 10 swo S Residential Hotel well 
Mannequin Parades, Dancing. Music, Com ( oT LE TN gg oe outan — MARLOW. Bucks. COMPLEAT ANGLER Manor Hotel. Mundesley.) 
etitions, plus all the reg ilar a actions . - « s On HOTEL. 31 miles from London, overlook- 
} ww Vo ML as _ i : oo z Lion, Stov rel ing the River Thames’s most beautiful 
~ Marviand Street. Lond 66. Winter from 3) gns., Summer 5-7 gns weir. Centre for Windsor, Ascot, Henle 
L.C.S. Ltd., 54, Maryland Stree ndon - 7 . . A good base for Stratford-on-Avon (70 , 
E.15 G' \ATHI AnD, North a ~ rs miles) Exceptional cuisine and service. TORQUAY’S 
— - Fairhaven Private Hotel in midst of Private bathrooms available. Tennis, 
ACCOMMODATION real country and the heather. Super com- Boating, Golf. Apply Manager. Tel.: GRAND HOTEL 
for, home cooking ctr rl 
CAusaipgs Sm. A self-contained fur und bedside lichts all rooms. Village . or 5 “ ‘ Grand in name, grand in posit! 
xed flat, bed it bat kit., in t buses and trains Se ae 5 ne. a grand in everything it offer 
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ford 328d < ohare ee over 150 P — gh ge gt: AT ANY TIME OF THE YEAR. Con- holiday this year, write S. R. Pavt 
S x - serve good f ? ‘ -e 5 < ] C 
N ARYLEBONE AREA. To let, a Council se. in the %00D FOOD GUIDE 1953-54 ns ag oe oy = a e for detailed brochure. 
4% Room and a Conference R each Ent! rely revised and much enlarged, but Northfield make s happy combination Tel.: 2234. 
seating approximately 150. Newly rated stil] Ss. from all Booksellers Published se 4 
and furnished. Equipped with exceptional by Cassex: & Co., 37, St. Andrews Hill 
amenities, forming a self-contai ned suite London. E.C.4 "3 : 
Suitable for dances, meetings RELAND. P.Gs. welcomed small country ( LD COASTGUARDS HOTEL, Mouse- | YE The Hope Anchor. R.AC., AA 
whist-drives, &c Private entran house on R. Nore. Elec. light, modern hole, Penzance. Quiet, restful hotel im | approved. Licensed. Superb position 
be rented together or separate! conveniences. Good salmon and trout fish- | Uspoilt old world Cornish fishing cove; | in a lovely centre ideal for Summer holl- 
Tut Booxine Secrerary, Y.W.( ng 6 ens. weekly Cot. MacLeop excellent library; very comfortable chairs | days Rye 2216 
Offices, 108, Baker Street, London, W.1 Thomastown, Co. Kilkenny and beds; full sea view: garden to sea. : 
: Terms from 6 to 10 guineas, according to \ TEANBRIDGE.—Quiet Guest 
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PROPERTY 4and Lakes Wastwater. Sea and Golf y 8, ae iaeeneiahe 222. | of jovety oe vaes yeni 

YANTED TO PURCHASE. Nice at Seascale. Billiards, ‘Table Tennis, | ‘ ; a” : | Sees be ter ~ fey 

\ houre with garden. Farnham /Prens- | Licensed.—Inton Hatt Horst, Holmrook. | ( VERLOOKING SEA. — Wutte Lopcs cepa lhe bo oy lig ad 

ham district No agents Wicxson, 33,| Cumberland. Holmrook 42 JF Horer, Saltdean, Sussex Rottingdean PRI yey Seeaeeee. Stro 

Castle Drive, Mford AKES. Charm. old mans., beaut. view | 2614. 7 to 84 ens. weekly. 8 aed sprawl HOUSE, Port Isaac, Cc 
4 Mod. convs. Mod. terms.—Caorr Hors: PORTH TOCYN Hotel and Country Club. | 8s OUS ort Isaac, Corn- 
HOLIDAYS AND TOURS Ambleside 2334. Nr LH» — a. The | F Oe =. oe 2 — 
x in “ LE ¢ t "s Vill country house hote vy the sea. Si very comfor 2 ~ 
pg SO ® e— *- a. F write 4 Hotels 4 Pe p— ak, 7 headland overlooking Cardigan — = setting. Directly facing harbour. Magni- 
for 1953 Programme “to Swe Hore: Puan postage, 3d.—S. P. Hnrom, 45, Fleet St.. | Mountains. Intelligent cooking an per= | ficent cliff and country walks. Good touring 
ng Sexvice, 245 Regent st wi Tor 5 P sonal service. En-Tout-Cas Tennis Court. | centre. Broch. on request. Terms 6-7) gus. 
-- 2h < _— 

‘Phone: GRO 8921. 21 Continental Offices NORTH COTSWOLDS.—Quiet little Guest | Sheltered garden. Abersoch 66. | WV EST SUSSEX. ABINGWORTH HALL, 
, UMMER house party for boys and giris + House offers warm welcome, good OTTINGDEAN, Brighton. Seaside, | near Storrington; Downiland country 
» 16; Somerset coast. We specialise in cooking, comfort and personal attention for cliffs, downs, old Norton House on the | 7 acres grounds; indoor and outdoor amus- 
this kind of holiday. Ill. brochure.—Jumzonr your holida Brochure from—Muiss L. | famous old world village green. Food our | ments; 11 miles sea, buses. Unlicensed. Good 
Houray Cros, 4, Clarges St.. W.1 GRO Battarp Catbrook Purlong, Chipping speciality 7-9 gms Brochure. 1. holiday centre. Long-term guests welcomed 
6093 Campden ROTT. 3120.—Prop. Donato Cuapman, M.P. | Stn. Pulborough. West Chiltington 2257. 
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